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1 Problem  definition 
1.1 Introduction 
In recent years, entrepreneurship and new business start-ups have been major 
issues in Dutch government policy. A favourite business climate is crucial to the 
creation of new businesses and employment. And governments may contrib-
ute to such a climate by levelling part of the many barriers that nascent entre-
preneurs have to face. Concomitantly, entrepreneurial research has increased 
in importance. Surveys and panels of newly started businesses, for instance, 
have strongly enhanced knowledge about the nature and attributes of new 
businesses, as well as of the likelihood of success. Analyses were made of spe-
cial groups of entrepreneurs, such as ambitious entrepreneurs, fast growing 
new businesses and innovators. 
The other side of the coin is that sooner or later, businesses will cease to exist. 
Given the present upsurge in entrepreneurship and a booming economy, the 
subject of corporate survival and death is likely to gain in importance in the 
near future because of a cyclical decline and the empirical notion that a con-
siderable part (i.e. more than 50%) of new businesses in the Netherlands give 
up within a decade (Audretsch and Thurik (2000)). 
Business exit in general, irrespective of age, is a subject worth looking into. 
Two main reasons may be given for this. Firstly, the dynamics of industrial or-
ganization does not exclusively circle around the rise and fall of young busi-
nesses (say, up to 10 years from the start), but involves entire group popula-
tions. Various processes of competition and displacement directly refer to the 
interrelationship between new entrants to an industry and the incumbent 
businesses. Secondly, in general, the economic interests associated with older 
businesses and their possible exit are in no way inferior to those of start-ups 
when it comes to incorporating valuable human and material resources. 
1.2 Research  questions 
The underlying report is devoted to the modelling of exit behaviour while ex-
plicitly considering the different levels of economic activity (macro, meso, mi-
cro). It takes into the literature on the subject. Most exit research has focused 
on the level of industries. Although the industry level in general offers the 
greater number of statistical data if compared with the macro and micro level, 
the majority of empirical work on business failure at industry level has suf-
fered from a lack of relevant data. In fact, the exit models have been data-
driven rather than theory-led (Keasey and Watson (1991)). 
To make progress in the field, it is important to dwell on the modelling of exit 
behaviour without immediately posing the data availability question. This will 6  EIM Business & Policy Research 
be done by first considering the theoretical notions relevant to the subject, de-
riving from them the type of explanatory variables to be involved and then 
contemplating the kind of model needed. 
The underlying report is particularly keen to elaborate the micro foundation 
of exit behaviour. For that matter, a micro model of exit behaviour will be de-
fined and improved after evaluating it on the basis of a number of case stud-
ies (i.e. interviews) in which this model was applied. 
This project aims at explaining business exit behaviour. Major research activity 
is the construction of a conceptual model about business exit behaviour. This 
model takes into account all relevant factors at micro, meso and macro level as 
explanatory variables. The purpose of this study is: 
•  to give an overview of the literature of the different determinants of exit 
behaviour 
•  to develop a conceptual model of exit behaviour 
•  to describe the most relevant exit factors 
•  to make a distinction of exit factors according to the macro, meso and mi-
cro level. 
1.3 Terminology 
The underlying section outlines the definition of exits, factors and the levels of 
the explanatory factors. 
The study focuses on business exit behaviour. Initially, the term exit(s) defines 
exit of an enterprise rather than exit of an entrepreneur. Conceivably, how-
ever, the exit of an entrepreneur may spur the exit of an enterprise. 
Discontinuity of enterprise entails one major exit characteristic. In most cases, 
business operations are definitively terminated, while other cases face re-take-
off following bankruptcy. 
In the underlying study, exit is defined as involuntary (final) termination of 
business operations, with capital loss incurred by stakeholders. 
The term exit factors defines aspects and circumstances that might cause busi-
ness exits. The term factors does not define symptoms, however. Factors entail 
elements, aspects or circumstances that factually affect business performance. 
Factors that might spur exits entail all factors having a negative impact on 
business performance. 
The underlying business exit study focuses on the micro level of the economy. 
At the micro level, the individual enterprise is highlighted. An enterprise op-
erates within a specific branch, sector or market. The latter are termed the 
meso level. General environment factors, such as for instance interest rates, fo-
reign exchange rates or economic climate, are termed the macro level. The 
study attempts to explain exit behaviour of individual businesses. Factual indi-
vidual business termination occurs at the micro level. There are, however, EIM Business & Policy Research  7 
meso and macro effects that co-affect business performance. Although macro 
and meso factors delineate opportunities and threats, they are not determi-
nants of individual business exits if other businesses in a similar environment 
manage economic survival. 
1.4 Reader’s  guide 
The underlying study is structured as follows. Chapter 2 outlines the frame-
work of the study. The framework serves to confine the research area, and to 
determine the exit factors in subsequent chapters. 
Chapter 3 provides an outline of exit factors at macro level. The meso (indus-
try) level and micro level are examined in chapter 4 and chapter 5, respec-
tively. Chapters 3 to 5 are structured in similar ways, i.e. potential exit factors 
are initially outlined in theory, and subsequently empirically elaborated. 
Chapter 6 comprises six case studies. The cases outline the interviews with in-
termediary experts on exit behaviour. Rather than testing the conceptual mo-
del, the aim of the case studies entails to supplement any as yet unmapped 
theoretical issues. 
Lastly, chapter 7 provides the conclusions of the study. 
 EIM Business & Policy Research  9 
2 General  framework 
2.1 Introduction 
In recent years, the policy relevance of business exits gained considerable sig-
nificance. This was spurred by the fact that the emergence of new businesses 
caused an efflux of old, economically non-viable businesses. Whilst the demise 
of businesses may often cause anguish and hardship to the owners of the bu-
siness, and to any unpaid creditors, it does provide a mechanism that may lead 
to allocative improvement within the economy, with resources being shifted 
from low returns to higher returns (Storey (1994)). This in fact is the dynamic 
efficiency involved in the process. Increasing the dynamic efficiency of an 
industry could imply directly assisting nascent entrepreneurs in preparing their 
start-up, as well as easing the closing down of unrewarding businesses. 
On the other hand, in terms of static efficiency, business exits may entail the 
loss of valuable knowledge and capital goods. Preventing such losses could, 
therefore, be an appropriate policy option. The tension between dynamic and 
static efficiency became manifest in a recent discussion on the results of a 
study on the removal of legal requirements as to the establishment of new 
businesses (e.g. with respect to proof of professional competence). The re-
searchers pointed to the positive effects that the removal of legal require-
ments had on the number of new start-ups, whereas others hastened to argue 
that such a policy is leading to ill-prepared entrepreneurs and a subsequent in-
crease in business failures without having any dynamic benefits one could 
think of. 
However relevant the study of business failure may be, considering all busi-
nesses irrespective of age certainly complicates the subject. Besides the inclu-
sion of separate variables that are likely to be relevant to the explanation of 
exit behaviour, it is necessary to take into account macro-economic and indus-
try-related developments that are expected to affect the number and nature 
of exits. Moreover, the micro-economic foundation of exit behaviour at indus-
try level needs to be explored in-depth to obtain a more sophisticated view of 
business failure than is currently available. To tell things apart while preserv-
ing an overview of the entire field, it is of importance to develop a compre-
hensive conceptual micro model of business failure that distinguishes between 
determining factors at the different levels of economic activity (macro, meso 
and micro). 
2.2 Framework 
In fact, the development of a model of business failure defines the problem 
area of this research report. The resulting model of business failure has to be 10  EIM Business & Policy Research 
defined as a micro model, as it is at the micro level, i.e. the behaviour of the 
individual enterprise, where the impact of the three levels (macro, meso and 
micro) may be jointly taken into consideration. The micro model may later 
serve two purposes. Firstly, new insights deriving from it may be used to en-
hance the micro-economic foundation of further exit studies at industry level 
(i.e. meso level) and, secondly, they may serve the purposes of management 
research and consultancy. 
Chart 2.1  General framework 
 
The general framework according to chart 1 shows the three levels of eco-
nomic activity: macro (global and national), meso (industries) and micro (the 
enterprise; distinguishing both enterprise characteristics and (owner/manager) 
entrepreneur characteristics). 
The arrows indicate that the three levels are interdependent entities. In fact, 
there are many horizontal and vertical interlinkages that cause constant 
movement and change. However, based on a short-term or medium-term per-
spective, as the underlying report is doing, for a single enterprise the macro-
economic and industry-specific environment, in particular their respective insti-
tutional arrangements, are seen as given. 
Macro environment 
It first of all poses an all-embracing macro environment (included the cultural 
and institutional environment) that produces ways of thinking and acting that 
permeate an entire economy. Recent work on exits exemplifying this perspec-
tive consisted of an examination of whether the Dutch unique set of institu-
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itly aiming at stability) resulted into factors leading to business failure that sys-
tematically differ from those in other countries (Audretsch and Thurik (2000)). 
The impact of the macro environment affects exit behaviour in two ways. 
Firstly, there is a direct effect of the macro environment on individual exit be-
haviour, one example being the vigorous rise in interest rates (a macro factor) 
that may be the ultimate blow for an enterprise that contracted huge loans. 
Besides, the macro environment affects the meso environment of an enter-
prise. A change in interest rates, for instance, is more likely to affect capital-
intensive than other sectors, since capital-intensive sectors generally have a 
higher demand for loans than other sectors do. 
Meso (industry/sector) 
Within the meso environment, factors are outlined at sectoral level. The mar-
ket structure serves as a major assessment tool in this respect. The impact of 
the meso environment may have a twofold (i.e. direct and indirect) effect on 
exit behaviour. The direct effect may, for instance, be illustrated by entry-exit 
behaviour; i.e., in a saturated market, entry of many new businesses into a sec-
tor will sooner or later spur business exits. The indirect effect may, for in-
stance, be illustrated by changing price strategies of suppliers in the market. 
Indirect effects affect individual enterprise behaviour. How will an individual 
enterprise respond to changing pricing behaviour? If an enterprise remains 
idle, or does not respond in an adequate way, the number of exits by sub-
suppliers might rise. 
Micro (enterprise) 
At micro level, the degree as to which entrepreneur characteristics and enter-
prise characteristics affect exit behaviour is examined. Corporate performance 
is not identical for all comparable businesses that face identical macro and 
meso factors. Some businesses are clearly marked by growth, while others are 
marked by negative performance that may spur exits. Apparently, the role of 
entrepreneur and enterprise, respectively, is of importance as to success or 
failure in business. 
The underlying study examines the various levels (macro, meso and micro, re-
spectively), and identifies major exit factors for each level. Based on theoreti-
cal literature, a differentiation by factor is effected. Next, the findings of the 
relevant empirical literature are analyzed. Lastly, based on six case studies, any 
as yet unmapped issues in literature are outlined. 
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3 Macro  level 
3.1 Introduction 
The underlying chapter outlines major macro factors. The macro factors are 
divided into three clusters, viz. cultural dimension, institutional dimension and 
macro-economic performance. Section 3.2 narrates the elements that may be 
classified in the respective clusters. Next, section 3.3 outlines the empirical 
findings. Lastly, section 3.4 provides major conclusions. 
3.2 Framework 
Exit behaviour at the macro level may be examined on three different levels 
(see chart 3.1). 
Chart 3.1  Framework macro level 
 
The various elements are outlined hereinafter. 
3.3  Differentiation of main clusters 
3.3.1 Cultural  dimension 
Table 3.1  Examples of cultural elements 
•  Cultural dimensions 
•  Failure acceptance 
•  Family business 
The cultural dimension may be outlined with the aid of Hofstede’s cultural 
dimensions: distance to power (how to deal with inequalities), individualism 
versus integration of individuals within groups, the forces of masculinity versus 
femininity, the acceptance of uncertainty and a short-term versus a long-term 
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ously, these dimensions will affect both entrepreneurial and exit behaviour, 
although it may be difficult to unravel their actual impact. 
Failure acceptance, as previously stated, is an example of social values. In the 
Netherlands, business failure seems to stigmatize the business owner that se-
verely as to make a restart much more difficult than in the U.S. where business 
failure tends to be regarded as an unfortunate but otherwise instructive 
event. It may be conjectured that in the Netherlands the stigmatizing effect of 
business failure mitigates the dynamics of starting and exiting enterprise, yet 
it is unknown how strong this effect might be. 
Family business. One aspect of individualism is the fact that entrepreneurship 
in the Netherlands is no longer the prerogative of certain families (van Praag 
(1999)). Nowadays, new businesses are set up by people from different walks 
of life. This phenomenon may be relevant to the way exits are taken care of 
and how they affect people’s lifes. 
3.3.2 Institutional  factors 
Table 3.2  Examples of cultural elements 
•  Role of networks 
•  Role of different stakeholders 
•  Legislation and policies 
•  Industry protection 
•  Availability of venture capital 
The role of networks. In fact, the possible role of family ties is an illustration of 
the role of networks. Two kinds of networks may be distinguished: networks 
consisting of linkages between organizations, and informal networks associ-
ated with individuals (Dubini and Aldrich (1991)). Communities in which peo-
ple live may have a much stronger impact on how people operate than formal 
networks (Johannison (1997)). Networks may be significant factors in how 
business activities are developed, executed and terminated. Members of dense 
and diverse networks may help each other out in different ways. For instance, 
by providing important information to each other, lending money to each 
other, buying each other’s products, or by using the same suppliers so as to re-
alize scale advantages. This helping-each-other-out may have a negative im-
pact on exit behaviour. That is, members of dense and diverse networks are 
less inclined to exit - ceteris paribus. 
The role of networks is akin to the way businesses relate to stakeholders. The 
fate of a business partly depends on how many stakeholders are interested in 
an enterprise’s survival and their ability to help out when needed. Literature 
distinguishes between the Anglo-Saxon Model that strongly focuses on the in-
terests of the shareholders, and the Rhineland Model that on an equal footing 
also involves other groups such as banks, employees and governments as allies 
to the enterprise. In the Rhineland Model, businesses are less bound to short-EIM Business & Policy Research  15 
term profitability requirements and will be given a better opportunity to re-
cover from a crisis. 
Countries also differ in openness, and as a result in the degree of industry pro-
tection or stimulation. It may be hypothesized that highly protected industries 
have a negative effect on exit behaviour. That is, a comparatively high degree 
of protection will lead to lower exit rates ceteris paribus. 
Countries differ as to legislation relevant to exit, in particular bankruptcy law, 
and in the way industries are being stimulated and protected. A high degree 
of protection against foreign competition may be expected to reduce short-
term exit rates. In international trade, the so-called infant-industry argument 
is used to justify the protection of young businesses in the developing world: 
they needed this just to mature. However, in the many cases of import substi-
tution, such companies could not make it in spite of prolonged protection. In 
post-war Europe, various industries were protected with a view to building up 
the national economy and securing sufficient food production. Subsequently, 
the protection of employment became an important motive to give financial 
support to dwindling industries. In the Eighties it was realized that changing 
international economic relations would inevitably involve the shrinking of cer-
tain economic activities. Consequently, giving financial support to moribund 
companies would be ineffective and, therefore, a waste of public funds. At 
present, the EU’s competition policy imposes severe constraints on governmen-
tal financial support to businesses, but there are still varying national policies 
in this field (or chances for exception-to-the-rule incidents) that in certain 
cases may make a notable difference when it comes to the survival of enter-
prises. 
3.3.3 Macro-economic  performance 
Table 3.3  Examples of macro-economic performance elements 
Structural trends 
•  Globalization 
•  Entrepreneurial economy 
Business cycle factors 
•  Business cycle 
•  Interest rate 
•  Employment level 
•  Exchange rate 
Structural trends 
Globalization is a trend; it represents a newly emerging but meanwhile fairly 
well-established techno-economic paradigm that forces older industrial 
economies to base their competitiveness on flexible, knowledge-based and 
customized products and services, ICT playing an important role in it. 
A second example of a global trend is an increase in international require-
ments as to the environmental and social aspects of production and consump-16  EIM Business & Policy Research 
tion patterns as a result of the growing concerns of governments and consum-
ers in these areas. Currently, there is a battle going on in different interna-
tional political arenas as to whether and to what extent environmental and 
social requirements will be acceptable as standards for trade rather than see-
ing them as infringements on the rules of international competition. It may be 
expected that sustainability requirements will constantly grow in importance. 
This means that cleaner technologies, ecodesign and chain-oriented sustain-
ability strategies will increasingly become interesting ingredients of innova-
tion and entrepreneurship. Obviously, this trend will also take its toll in terms 
of businesses unable to cope with it, forcing them to give up. 
A third example refers to the rise of the transitional economies of Eastern 
Europe. These economies represent a threat to many companies in the north-
ern EU-countries as a result of low wages. Various kinds of production are 
transferred to Eastern Europe due to low production cost. However, the rising 
economies in Eastern Europe also offer opportunities to innovative Dutch 
businesses to export their products to these countries. 
How far these and other global trends affect current economic activities, will 
in a direct sense vary between industries (Audretsch and Thurik (2000)). 
Business cycle factors 
Changes in the business cycle affect exit behaviour. Contractions and expan-
sions of national production will have a positive and a negative impact on exit 
behaviour, respectively. 
Open economies are sensitive to exchange rate movements. These exchange 
rate movements may thus be of influence on exit behaviour within these open 
economies. Depreciation and appreciation may, respectively, have a posi-
tive/negative impact on the economy-wide exit rate. For instance, a deprecia-
tion of the Deutsche Mark makes German products more expensive. As a re-
sult, demand for German products declines and this will have a positive impact 
on exit behaviour. 
Interest rate changes are particularly of importance for capital-intensive indus-
tries. High interest rates will have a negative impact on business investment. 
3.4 Empirical  results 
3.4.1 Cultural  dimension 
According to Hofstede (1991), Japan is the most masculine society, there is no 
tolerance for failure, whereas in the United States, a more feminine society, 
failure is not fatal. 
Shane (1993) found that highly innovative societies are characterized by indi-
vidualism, a small distance to power and a strong willingness to accept uncer-
tainty. It is not hard to imagine that different countries with different cultures EIM Business & Policy Research  17 
differ in innovative activity and, therefore, in the economy-wide turnover rate. 
Scott Shane (1992; 1993) has applied some of the ‘Hofstede dimensions’ to dif-
ferences in innovative activity between countries. In the 1992 paper, he states 
that institutionalization of societal values at the organizational level leads to 
the possibility that some cultures have a comparative advantage in inventive 
activity that leads them to develop new technologies, ideas and products. The 
empirical results of this study show that countries that are inventive at one 
point in time appear to remain inventive, whereas those that are not inventive 
remain uninventive. Moreover, the values of individualism and lack of power 
distance appear to explain differences in national rates of inventiveness. In the 
1993 paper, Shane finds that highly innovative societies have people who are 
individualistic, low in power distance and accepting of uncertainty. Despite 
some limitations, such as the inability to examine changes in cultural values 
and the measurements of cultural values and the rates of innovation; the stud-
ies of Shane suggest that researchers looking at innovation across societies 
should examine culture. 
3.4.2 Institutional  factors 
Flynn (1991) states that import protection should play a major role in the sur-
vivability of inefficient businesses in that industry. He uses two measures to 
test the importance of protection from imports: tariffs and non-tariff barriers. 
The empirical findings using these variables are as follows. The tariff variable 
retains the hypothesized negative sign but is insignificant. However, as Flynn 
notices, this is not surprising given the low levels of tariffs in the United States. 
The non-tariff barrier variable has a weak coefficient but with an unexpected 
positive sign. Flynn states that this positive correlation may reflect that in de-
clining industries, businesses are likely to exit regardless of the trade protec-
tion they are afforded. 
According to de Koning (1998), the main purpose of bankruptcy legislation is 
to assist parties in eliminating debt in situations where they face extreme fi-
nancial distress. Bankruptcy provides an opportunity to individuals and busi-
nesses to start fresh with no debt, albeit with a blemished credit history. As 
Koning (1998) points out, experience of business failure is more likely to be 
seen positively in progressive liberal societies. More tolerant bankruptcy legis-
lation will, therefore, result in more ‘trial and error’ because when ‘things do 
not work out’ it is not a problem to start fresh with no debt. 
3.4.3 Macro-economic  performance 
Globalization has led to a wave of corporate downsizing but has invoked a 
remarkable upsurge in entrepreneurship as well, particularly in the field of 
professional services and high-tech SMEs (small and medium-sized enterprises) 
(Audretsch and Thurik (2000; 2001)). Given the greater number of businesses 
because of this development and the comparatively low cost of entry and exit 
of knowledge-based services, globalization is likely to stir the dynamic forces 18  EIM Business & Policy Research 
of an economy, which sooner or later will also increase the number of business 
exits. 
Bosma and Zwinkels (1999) corroborate the correlation between business cycle 
and exit behaviour. They found a significant negative correlation between 
economy-wide production growth and the exit rate for the Netherlands in the 
1987-1997 period. 
Carree and Thurik (1996) point out that the level of unemployment and the 
change in this variable will be of influence on exit behaviour. It may have a 
negative effect on exit behaviour. High levels of unemployment or strong in-
creases in this level may deter shopkeepers to exit due to unfavourable labour 
market conditions. Being or becoming unemployed may, therefore, be inter-
preted as a disincentive to exit. However, as the authors point out, one has to 
be careful when interpreting the effect of the (change in the) level of unem-
ployment, since unemployment data do not always provide an adequate pic-
ture of the tension in the labour market, and because the majority of unem-
ployed never consider a new business start-up. 
3.5 Conclusions 
The major conclusions may be summarized as follows: 
•  Factors identified at the macro level are: culture, institutions and macro-
economic performance. 
•  As for culture, failure acceptance is of major significance, and differs per 
county. While failure is unacceptable in Japan, it is not a shame in the U.S. 
Lack of failure acceptance impedes business exit. 
•  As for institutions, one might think of industry protection, legislation, the 
role of networks and the role of stakeholders. Industry protection and leg-
islation may be strongly focused on protecting domestic industries from 
foreign competition. In this way, exits will be negatively affected. 
•  Macro-economic factors may be additionally differentiated by structural 
and business cycle factors. Globalization entails one major structural factor. 
Globalization is likely to stir the dynamic forces of an economy, which 
sooner or later will also increase the number of exits. Business cycle factors, 
too, affect exit behaviour. Being or becoming unemployed, for instance, 
may, therefore, be interpreted as a disincentive to exit. 
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4 Industry  level 
4.1 Introduction 
The underlying chapter outlines the major factors at industry level. The chap-
ter is structured as follows. Section 4.2 narrates the various elements at indus-
try level on the basis of the SCP-paradigm. A distinction to be made is that be-
tween inter-industry and intra-industry research (section 4.3). Inter-industry 
exit research attempts to explain exit behaviour of a number of industries in a 
particular country by using comparative indicators as explanatory variables. In-
ter-industry research makes it possible to include variables reflecting structural 
differences between industries and sectors (e.g. average cost structure, in-
vestment, export, profitability and exposure to globalization. Intra-industry re-
search focuses on one industry only. Next, section 4.4 outlines the empirical 
findings. Section 4.5 provides the major conclusions. 
4.2 Framework 
Upon examining exit behaviour at industry level, one enters the field of the 
economics of industrial organization. Exit behaviour may be explained by the 
famous and notorious SCP paradigm. This SCP paradigm is shown below. 
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4.3  Differentiation of main clusters 
4.3.1 Market  structure 
Table 4.1  Examples of market structure elements 
•  Concentration 
•  Small firm presence 
•  Market room 
•  Industry life cycle 
In a highly concentrated industry, businesses are likely to be large and estab-
lished. Consequently, these industries are not prone to much change. On the 
other hand, industries characterized by comparatively high percentages of 
small, young businesses should be more volatile. Therefore, an inverse correla-
tion is expected between concentration and exit behaviour. 
Small firm presence indicates the opposite of concentration. If there are many 
small businesses in an industry, entry barriers are probably lower while there is 
a high degree of competition between these businesses. As a result of this 
competition, inefficient businesses are forced to leave the industry. Small firm 
presence will result in higher exit rates (Carree and Thurik (1996)). 
A large market room will result in high potential entry and, therefore, poten-
tial competition. Owing to this competition, inefficient businesses are, again, 
forced to leave the market. A large market room will result in high exit rates. 
Most studies on exit behaviour do not account for the industry cycle. Exception 
to the rule is the study by Agarwal and Gort (1994), who examined entry and 
exits in terms of the evolutionary changes in the market from the first intro-
duction of the product to the phase of market maturity. 
4.3.2 Sectoral  characteristics 
Table 4.2  Examples of sectoral characteristics elements 
•  Economies of scale 
•  Multi-plant production 
•  Tangible durable specific assets 
Economies of scale may impede entry if potential entrants must enter with 
large output so as to capitalize on large-scale production cost savings and be-
lieve that entering on such a scale would depress post-entry prices to an un-
profitable level. On the other hand, incumbents operating at an efficient scale 
will no be inclined to exit the industry, even when profits are insufficient to 
maintain an acceptable level. Leaving the industry, the incumbent will be con-
fronted with high sunk cost. Therefore, economies of scale are tempering en-
try and the exit rates. 
Barriers to exit relate to the sunk nature of investment. The higher the sunk 
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production may be an explanatory variable. Multi-plant production may be 
seen as a form of sunk cost. Therefore, multi-plant production lowers the exit 
rate. 
Tangible barriers to exit may include sunk cost in durable, industry-specific as-
sets, which discourage exit because such assets do not have valuable alterna-
tive uses. 
4.3.3 Enterprise  behaviour 
Table 4.3  Examples of sectoral enterprise behaviour elements 
•  Diversification 
•  Intangible durable specific assets 
Diversification may reduce exit from declining industries. So as to maintain 
employment, unions may threaten to strike an entire plant if production in 
any one part of it is discontinued. Also, production or distribution of an oth-
erwise unprofitable product may continue in a diversified enterprise due to 
reputation effects, shared distribution channels or its value as an essential in-
put to another part of the business. 
Intangible durable assets may be associated with advertising and research & 
development. 
4.3.4 Entry 
Table 4.4  Examples of entry elements 
•  Displacement 
•  Imports 
•  Tariff and non-tariff barriers 
Typical meso-level variables refer to the interrelationships (interdependence) 
that exist between entry and exit in a particular industry. The concept of tur-
bulence may be seen as one that offers a more general framework for the 
analysis of intra-industry dynamics (Fotopoulos and Spence (1998)). Turbulence 
may be defined as the sum of entry and exit materializing in an industry. If in-
dustries differ in their rates of turbulence, then entry and exit should be posi-
tively correlated, and barriers to entry also operate as barriers to exit. Conven-
tional wisdom views entry as taking place when supernormal profits are posi-
tive and exit when they are negative. Logically, this should entail that the cor-
relation between entry and exit should be negative. 
Imports into the domestic economy are a potentially significant determinant 
of exit. As major competition increases in an industry, it may become more dif-
ficult for domestic businesses to survive. Therefore, a positive correlation is ex-
pected between imports and exit behaviour. 
Whether an industry is protected from import competition should play a major 
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measures may be adopted to test the importance of protection from imports: 
tariffs and non-tariff barriers. First, exit should be inversely correlated to tariff 
protection. Industries with high tariff rates should experience a persistence of 
inefficient domestic producers. Second, the presence of non-tariff barriers 
should also be inversely correlated to exit for similar reasoning. 
4.3.5 Sectoral  performance 
Table 4.5  Examples of sectoral performance elements 
•  Profitability 
•  Industry growth 
An enterprise’s profitability is likely to be an important factor in the exit deci-
sion. As a business fails to maintain an acceptable level of profits, its likelihood 
of survival decreases. A distinction should be made between current profitabil-
ity that may affect liquidity and cause bankruptcy, and expectations of future 
profitability that affect the long-run viability of an enterprise. Profitability (as 
well as expectations on future profitability) is expected to be inversely corre-
lated to exit behaviour. The profitability of an industry is used as a proxy for 
the profitability of an enterprise. 
Exit may also occur if incumbent businesses sense a permanent decrease in 
demand, or at least in the rate of increase in demand (industry growth) (Car-
ree and Thurik (1996)). 
4.4 Empirical  results 
4.4.1 Market  structure 
Concentration was taken into account by Flynn. He found a significant nega-
tive correlation between concentration, measured as the C4 ratio, and the exit 
rate. Flynn also accounted for the number of businesses and found a more 
than significant positive correlation between this number and the exit rate. 
This result was also found by Sleuwaegen and Dehandschutter (1991). After 
controlling for the fixed industry effects, Dunne and Roberts (1991) also found 
a positive yet insignificant correlation between the number of businesses and 
the exit rate. 
Carree and Thurik (1996) accounted for small firm presence, defined as the ra-
tio of sales by businesses with less than 10 employees to total sales, and found, 
as expected by theory, a positive yet insignificant correlation between this 
small firm presence and the exit rate. 
Market room was not accounted for in any of the above studies. However, one 
may say that concentration, the number of businesses and small-firm presence 
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The life cycle of an industrial organization may affect exit behaviour in two 
ways. First, it may change the values of the explanatory variables (for instance, 
demand growth) and, second, it may bring about a shift in the parameters 
that link the explanatory variables to exit behaviour (for instance, optimum 
scale of production). However, in general, most studies on exit behaviour do 
not explicitly account for the industry life cycle. Furthermore, the industry life 
cycle also affects the interrelationship between entry and exit behaviour. Ac-
cording to Agarwal and Gort (1994), most empirical studies report a positive 
association between entry and exit rates. The objective of their paper is to as-
sess the extent to which the correlation between entry and exit rates is pre-
sent within each stage of the product market’s evolution. This was effected for 
twenty-five product markets in manufacturing industries. The results showed 
that for all the phases of the life cycle combined, the simple correlation be-
tween entry and exit is 0.59 and significant. However, in general, within 
phases no significant correlation between entry and exit was found. 
4.4.2 Sectoral  characteristics 
The effects of economies of scale were taken into account by Dunne and Rob-
erts (1991), yet were found to be insignificant. Shapiro and Khemani (1987) 
found a negative yet insignificant effect of economies of scale, measured as 
the MES plant size as percentage to market size, on the exit rate. The same re-
sult was found by Sleeuwaegen and Dehandschutter (1991). The same conclu-
sion may be drawn for the correlation between entry and economies of scale 
(Siegfried and Evans (1994)). 
The empirical evidence on barriers to exit was found to be supportive for 
multi-plant production. Shapiro and Khemani (1987) found a significant nega-
tive effect of multi-plant production on the exit rate. MacDonald (1986) found 
that single-firm ownership, the opposite of multi-plant production, had a sig-
nificantly positive effect on the exit rate. The empirical results on other capital 
requirements were found to be ambiguous. Marcus (1967), Shapiro and Khe-
mani (1987), and Sleuwaegen and Dehandschutter (1991) all found a negative 
yet insignificant effect of the fixed assets to output ratio on the exit rate. 
However, MacDonald (1986) identified a significantly negative correlation. 
Dunne and Roberts (1991) found a significantly positive correlation. 
Capital-intensive industries (Dunne and Roberts (1991)) and industries with lar-
ger average firm size tend to have lower rates of exit. Of course, a capital-
intensive industry without much recent investment may not have many under-
coated durable specific assets. Siegfried and Evans (1994) found little evidence 
linking durable specific assets to exit rates in U.S. manufacturing. Similar re-
sults were obtained by Sleuwaegen and Dehandschutter (1991), who observed 
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4.4.3 Enterprise  behaviour 
Diversification appears to affect exit behaviour. Enterprises seem to persist in 
low-profit business even when they are more diversified. Duetsch (1984) calcu-
lated the proportion of all businesses that conduct multi-plant operations as a 
measure of joint operations and found less exit where there are more multi-
plant incumbents. There are problems with his assessment, though, since many 
single-plant businesses produce complementary products, and some multi-
plant businesses sell in a single market. Dunne, Roberts and Samuelson (1988) 
found that diversified businesses showed less exit, as expected by theory. 
Caves and Porter (1976) found evidence that advertising and research & devel-
opment intensity impede exit. In contrast, Shapiro (1983) and Siegfried and 
Evans (1994) found neither research & development nor advertising intensity 
correlated to manufacturing exit rates. Between these extremes, Sleuwaegen 
and Dehandschutter (1991) found less exit in Belgian industries with high ad-
vertising, and no correlation between exit and R&D intensity. Advertising in-
tensity appears unrelated to exit in Korea (Jeong and Mason (1991)). 
4.4.4 Entry 
Several authors report that high profits attract both entry and exit (Dunne and 
Roberts (1991); Carree and Thurik (1996)). The empirical research accumulated 
so far pertaining to the possible interdependence of entry and exit in manu-
facturing industries does not offer unequivocal evidence of the processes in-
volved. Therefore, the empirical evidence on displacement, entry causes exit, 
was found to be the most overwhelming. 
According to Fotopoulos and Spence (1998), this seems to point to two differ-
ent hypotheses about the high positive correlation observed between entry 
and exit in manufacturing industries. 
According to the first hypothesis, entry and exit are part of a system of equa-
tions where there is a feedback mechanism running from entry to exit and vice 
versa. High levels of entry might lead to displacement of incumbent businesses 
by new entrants, and hence to exit. However, also high levels of exit may cre-
ate room for more entry to take place (replacement). Thus, high levels of entry 
and exit might be simultaneously determined (the displacement-vacuum ef-
fect). This dynamics may be reinforced by a multiplier effect: one entry elicits 
another entry, and one exit evokes another exit (Johnson and Parker (1994)). 
The second hypothesis is that of natural churning, i.e. higher turbulence is due 
to underlying business conditions. Entry and exit may be highly positively cor-
related in time across industries without there being clear causal relationships, 
as the concept of turbulence is broader than that of the displacement-vacuum 
effect. Beesley and Hamilton (1984), for instance, speak of seedbed industries, 
which are industries with higher birth and death rates (turbulence) that are 
typified by more innovative ventures. In other cases, intra-industry competi-
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cant role) may lead to exits as a number of incumbent businesses expand in 
size and take a larger market share. A gradual reduction in turbulence and an 
overall decline of the number of businesses (concentration) may be associated 
with a mature and declining stage of an industry from a life cycle point of 
view (Gort and Klepper (1982); Klepper and Grady (1990)). 
Flynn (1991) shows that imports have a significantly positive influence on exit 
behaviour. However, the effect is quantitatively small. Imports are further dis-
aggregated to examine specific groups of countries G10 and major developed 
country trading partners of the U.S. 
In Flynn (1992), tariff in the manufacturing sector retains the hypothesized 
sign but is insignificant. This result is not surprising, given the low levels of tar-
iffs in the United States resulting from multilateral wage bargaining. Second, 
non-tariff barriers have a slightly significant coefficient with an unexpected 
positive sign. The positive correlation found here may reflect that in declining 
industries, businesses are likely to exit regardless of the trade protection they 
are afforded. 
4.4.5 Sectoral  performance 
On general, the empirical evidence of the impact of profitability on exit is in 
line with theoretical expectations. Marcus (1967) found a negative correlation 
between profitability and exit rate. Exits were defined as all businesses ceasing 
operations for whatever reason, and expected profitability was assessed as 
next period’s realized rate of return. Shapiro and Khemani (1987) also found a 
negative correlation. As a measure of profitability, they used the industry’s av-
erage price-cost margin. However, when accounting for displacement, profit-
ability was found to be insignificant. Carree and Thurik (1996) use two meas-
ures of profitability: profit divided by modal income and a more traditional 
one, i.e. profit as a ratio of equity. When accounted for displacement, the first 
measure was found to be significantly negatively correlated to exit, while the 
second one was found to be insignificant (yet negative). Sleuwaegen and 
Dehandschutter (1991), and Flynn (1991) also found the same result, despite of 
using different measures of profitability. After accounting for fixed industry 
effects (see section 3.3.3), Dunne and Roberts (1991) found a positive correla-
tion between profitability, measured as the average industry price-cost mar-
gin, and the exit rate. 
The empirical results of the impact of industry growth on exits are ambiguous. 
Flynn found a modest significantly negative effect between domestic industry 
growth, measured as the percent change in the value of shipments for indus-
try i, and the exit rate. Using the same growth measure, Sleuwaegen and 
Dehandschutter found a significantly negative correlation between growth 
and exit rate. Shapiro and Khemani found a negative yet insignificant correla-
tion, which was also the case for Dunne and Roberts, and for MacDonald 
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expenditure on goods primarily sold in the shop type, found a significantly 
negative effect of growth on the exit rate. 
4.5 Conclusions 
The major conclusions may be summarized as follows: 
•  Factors identified at meso level entail market structure, enterprise charac-
teristics, enterprise behaviour, sectoral entry and sectoral performance. 
•  The empirical findings on the market structure variables (concentration, 
etc.) are only slightly supportive to the theoretical expectation. The indus-
try life cycle also is of influence on entry and exit rates. In most empirical 
studies, this is not explicitly accounted for. Besides, empirical studies on exit 
behaviour are marked by a manufacturing bias. Few studies account for 
other industries besides manufacturing. 
•  The empirical findings on sectoral characteristics are supportive to the 
theoretical expectation. Differences in innovative activity and the role of 
sunk cost are of influence on industry turbulence or turnover, and, there-
fore, on entry and exit rates. Highly innovative industries show more ‘trial 
and error’, this also holds for knowledge-intensive industries where sunk 
cost are unimportant. 
•  Enterprise behaviour affects exit behaviour. Diversified businesses seem to 
persist in low-profit businesses. Following empirical findings, the impact of 
advertising and R&D intensity on exits is not clear. Some authors find a 
negative correlation, others a positive one. 
•  The most supportive empirical evidence is found for the displacement ef-
fect, i.e. that entry causes exits. Results indicate that large, multi-plant 
businesses are comparatively immune to the displacement process. Compe-
tition from imports does have a small effect on exit behaviour. Protection 
variables (such as tariff and non-tariff barriers) have minor impact on exits 
in the U.S. manufacturing sector. 
•  The empirical findings on the correlation between performance and exit is 
ambiguous. Empirical evidence is found for profitability. However, there is 
only a weak support for the theoretically expected negative correlation of 
growth on exit behaviour. 
•  Ignoring the displacement effects, a considerable degree of symmetry be-
tween barriers to entry and barriers to exit is observed. In general, both en-
try and exit are deterred in industries where the minimum efficient plant 
size and its associated capital requirements are high, and where multi-plant 
businesses are prevalent. 
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5 Micro  level 
5.1 Introduction 
Although the evolutionary approach is helpful when conceptualizing exit 
processes at industry level, exit behaviour at firm level largely remains a black 
box. Therefore, this chapter is devoted to a micro model of business failure. It 
attempts to examine whether in-depth and detailed consideration of business 
management and the dilemmas hereto associated will lead to a better under-
standing of business failure and exit behaviour. 
The insights to be aspired may be beneficial to the micro-economic underpin-
ning of exit behaviour at industry level. Besides, the micro model may be used 
as a framework for case studies, and may also serve as a policy and consulta-
tive tool. 
The underlying chapter is structured as follows. Section 5.2 comprises the fra-
mework outlining major elements at micro level. Section 5.3 provides an 
empirical delineation. Section 5.4 narrates the major conclusions. 
5.2 Framework 
Presently, the term knowledge economy is commonly prevailing in society. 
Rather than focusing on material aspects, the term knowledge economy fo-
cuses on intangible business aspects, such as knowledge, organization, quality 
and clientele. Previous assumptions entailed that the value of an enterprise 
was determined by material factors only, such as machines, materials and fac-
tories - a one-sided approach, since the added value of an enterprise, and its 
competitive power, are increasingly attributed to intangible factors. Com-
monly, intangible business aspects are often omitted when assessing the value 
of an enterprise. 
While balance sheets record the intangible assets of an enterprise, intangible 
business aspects are not necessarily recorded. Intangible business aspects cover 
a huge spectrum of business factors while the significance of intangible assets 
is defined much more narrowly. 
Intangible business aspects pertain, for instance, to product placement, and 
organizational and management know-how. Intangible aspects may affect fu-
ture cash flow of an enterprise and, therefore, financial performance. 
Intangible business aspects, however, are marked by several similarities to in-
tangible assets. Firstly, intangible business aspects entail non-physical aspects. 
Secondly, intangible business aspects are linked to an unquestionable competi-
tive edge; i.e., owing to their intangible business aspects, SMEs have a com-
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Intangible business aspects may be classified in several main clusters; viz.: 
•  Enterprise characteristics and entrepreneur characteristics 
•  Corporate structure 
•  Market and corporate targets/corporate strategy 
•  Innovation and development 
•  Financial performance. 
Chart 5.1  Potential correlation between main clusters 
Chart 5.1 outlines the potential correlation between the various main clusters 
by means of markers. Factually, however, not all potential correlations are 
likely to materialize. 
Every main cluster consists of large numbers of varying elements. The classifi-
cation of intangible business aspects into the main clusters is explicitly outlined 
below. 
5.3  Characteristics of enterprises and entrepreneurs 
Several general enterprise characteristics and entrepreneur characteristics are 
differentiated hereinafter. 
5.3.1 Enterprise  characteristics 
Table 5.1 narrates several major enterprise characteristics. 
Table 5.1  Examples of enterprise characteristics elements 
•  Firm size 
•  Enterprise age 
•  Business expansion 
•  Firm type 
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Firm size (e.g. in terms of staff employed) appears to be of limited significance 
as regards the intention to terminate business (ING, Klaar voor de herstart). 
Empirical studies reveal that the likelihood of business termination decreases 
with increasing enterprise age. The first few (take-off phase) years are vital as 
regards success or failure in business. 
Besides, business survival is affected by business expansion. Expanding busi-
nesses often face a growth-impeding glass ceiling. In their majority, obstacles 
root in the organizational structure that ceases to meet the requirements of a 
rapidly expanding enterprise. Often, this entails the transition from an effi-
cient to an inefficient structure (Rommel (1995)). It is, therefore, vital for rap-
idly expanding businesses to enforce this transition in due time. Since rapidly 
expanding businesses often adopt the strategy of penetrating new market 
niches, innovative capacity is of vital significance. Swifter rapidity of growth 
throughout an expanding enterprise’s life cycle enhances the likelihood of 
business survival. 
Besides, there are differences as to the likelihood of business survival between 
various firm types. Grosso modo, manufacturing businesses face a higher like-
lihood of survival than service industries do. The study by Bates (1994) shows 
that independent business start-ups are found to be more profitable, and that 
their survival rates are better than those of franchises, although franchise op-
erations are larger-scale, better capitalized young businesses. One possible de-
terminant of poor franchise performance may be the cost specific to this form 
- upfront fees to the franchiser, royalty fees, marketing fees, etc. 
A study by Stearns et al. (1995) reveals that businesses in urban areas face a 
higher likelihood of survival than businesses in rural areas do. 
5.3.2 Entrepreneur  characteristics 
Next, several entrepreneur characteristics were examined. Entrepreneur char-
acteristics may be differentiated by objective and subjective characteristics. 
Table 5.1  Examples of entrepreneur characteristics elements 
Objective entrepreneur characteristics 
•  Age 
•  Gender 
•  Educational background 
•  Situation at start-up 
•  Sectoral experience 
•  Entrepreneurial zeal 
•  Business partners 
Subjective entrepreneur characteristics 
•  Current job satisfaction 
•  Alternatives 
•  Personal investment 
•  Personal impediments 
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Objective characteristics 
Pre-millennium economic literature primarily assessed entrepreneurial quali-
ties via the criteria of age, sectoral experience, educational background, en-
trepreneurial experience, customer contacts, supplier relations, and cleverness. 
These criteria are more or less objective, easy-to-assess characteristics that 
partly furnish a quality judgement of the entrepreneur. 
According to van Praag (1999), entrepreneurs enjoy their highest likelihood of 
success when meeting the following criteria: around 30 years of age, business 
set-up effected while being employed in the same sector. Age and any related 
succession surety may be of significance as regards the intention to terminate 
business. This holds for older entrepreneurs in particular. Generally, age is 
linked to stronger commitment and lower efflux intention (Matthieu and Za-
jac (1991)). They explain this by higher investment implemented by older en-
trepreneurs, and limited alternatives to their present activities. 
Van Praag (1999) argues that the gender of an entrepreneur affects the likeli-
hood to set up business, rather than the degree of success in business. 
Although setting up business while being enrolled in an education/training 
scheme enjoys higher survival likelihood, survival rates are lower than when 
setting up business while being employed. The likelihood of entrepreneurial 
success increases with higher educational background. Besides, the educa-
tional stream affects success rates. Particularly entrepreneurs with scientific-
education backgrounds face higher likelihood-of-survival rates. 
The start-up situation is of significance as regards success or failure in business. 
Generally, entrepreneurs who embrace entrepreneurship while being em-
ployed are more successful than entrepreneurs who start business while being 
enrolled in education/training schemes. Setting up business while receiving 
government benefits (due to unemployment/incapacity for work/disablement) 
is in most cases not conducive as regards the likelihood of success in business. 
Besides, research findings of WRR and EIM illustrate that re-starters (i.e. entre-
preneurs who had previously set up a business) face the highest likelihood of 
success. 
Besides, Cooper, Gascon and Woo (1994) found that industry-specific (sectoral) 
know-how contributes to both survival in business as well as business expan-
sion. 
Research findings reveal that entrepreneurial zeal (i.e. having enterprising pa-
rents) positively contributes to the likelihood of business survival, yet does not 
affect business expansion. 
The study by Cooper, Gascon and Woo (1994) reveals that the number of (bu-
siness) partners may contribute to business expansion, yet does not affect sur-
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Subjective characteristics 
Notwithstanding the above, also other, more or less subjective factors are of 
significance as regards success in business. This pertains to more psychological 
factors (see table 5.1). 
Organizational psychology does not provide any theoretical model explaining 
why entrepreneurs opt for terminating business operations. Organizational 
psychology does, however, furnish explanatory models to outline voluntary 
staff efflux (Investeringsmodel, Farrell and Rusbult (1981)). According to the 
Investeringsmodel, the likelihood of people leaving their jobs depends on per-
sonal commitment. Persons are more likely to be inclined to leave their jobs if 
their commitment is weaker. Commitment may be explained on the basis of 
three factors; viz.: 
•  Current job satisfaction 
•  Personal investment 
•  Availability of appealing alternatives. 
Current job satisfaction is correlated to the cost and benefits linked to a job. 
Personal investment pertains to the time and effort devoted to obtain and 
maintain a job, such as specific training and endeavour. Besides, owing to per-
sonal and social impediments, a person may refrain from terminating business. 
Personal impediments may imply the sentiment of self-failure, while social im-
pediments may be rooted in family-related obligations. 
Various empirical studies illustrate that commitment is of major significance in 
the Investeringsmodel. This is, for instance, revealed by studies focusing on job 
commitment (Carson, Carson and Bedeian (1995)), as well as by studies focus-
ing on the commitment of employees to an organization (Farell and Rusbult 
(1981)), of students to an education/training scheme enrolled (Okun, 
Ruehlman and Karoly (1991)), of young sports people to their respective sports 
(Carpenter (1993)) and of referees to umpire a match (van Yperen (1997)). Cur-
rent job satisfaction appears to be a major drive as to whether or not to ter-
minate business (feeling good). It is proven that, compared to the average 
population, business founders attain higher scores for mental health. Besides, 
a non-linear correlation is identified between mental health and success in 
business (Korunka (1993)). 
According to various empirical studies, personal and social impediments ap-
pear to be non-significant, as for instance illustrated by van Yperen (1997), 
who found that the efflux intention of referees does not serve as a significant 
forecasting tool. 
5.4 Corporate  structure 
The following elements may be differentiated as regards corporate structure: 
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•  Systems 
•  Staff 
•  Corporate culture 
•  Organizational structure. 
Management style 
The management style reflects characteristic behavioural management pat-
terns, i.e. the impression gained when observing long-term manager behav-
iour. Literature reveals varying management style typologies, some of which 
are linked to the product life cycle. At the start, a pioneer is needed who pri-
marily focuses on ambience creation; next, an innovator is needed who is able 
to realize a reproducible product; at the end of the life cycle, someone is 
needed who safeguards the business and adequately manages the organiza-
tion. 
Managers may approach employees in several ways: hierarchical, functional 
and operational. The hierarchical manager assumes responsibility for general 
affairs (the boss-administrator). The functional manager stipulates the way in 
which (i.e. how) work should be carried out (the boss-professional). The opera-
tional manager stipulates what should be done at which cost, etc. (the boss-
worker). 
Table 5.2  Examples of management style elements 
Management style 
•  Cool and businesslike (hierarchical 
•  Easy-going and understanding 
Systems 
Systems are defined as the entire rules-cum-procedures complex governing 
daily business operations. Often, procedures in small businesses are not stipu-
lated in writing. With increasing firm size, numbers of employees and depart-
ments rise; hence, more complicated procedures materialize, while their num-
bers rise, too. Nobody will be able to survey the procedures as such and their 
respective correlations without stipulating them in writing beforehand. 
Adequate corporate management demands the automation and mutual 
matching of an enterprise’s various administrative systems, for instance the 
order/procurement and accounts systems. Besides, customer relations are pres-
ently higher on the agenda than previously. Product quality, therefore, is one 
of the initial prerequisites. Implementing a quality assurance system (TQM) en-
sures improved quality standards assurance, with adequate products and ser-
vices being dispatched to customers. 
Table 5.3  Examples of systems elements 
Systems 
•  Administrative systems 
•  Quality assurance systems (TQM) EIM Business & Policy Research  33 
Research findings of ABN-AMRO Bank reveal that businesses are more likely to 
succeed when their accounts and administrative systems are adequately struc-
tured (AMRO Bank (1988)). 
Staff 
The organization element staff reflects employee characteristics and skills. The 
key issue in this respect entails that optimum (potential) human capacity utili-
zation generates productive behaviour benefiting both people and organiza-
tion. Obviously, business start-ups either have no or few employees as yet. 
Fundamentally, there are two avenues to enforce improved utilization of hu-
man labour. The first avenue focuses on the human side, and strives to adapt 
employee behaviour and staff know-how, and to match those to job require-
ments. Examples entail the facilitation of education/training schemes (e.g. 
based on personal training curricula), remuneration of extraordinary perform-
ance (enforcing performance-related remuneration), employee satisfaction as-
sessment and implementation of performance assessment. The second avenue 
focuses on the modification of work-related and organizational aspects. This 
may, for instance, entail adaptation of the distribution of labour/tasks and of 
the organizational structure, modification of communication flows and deci-
sion-making procedures, etc. Stipulation of unambiguous task profiles, for in-
stance, may prevent intransparencies in respect of task profiles. 
Not all staff elements are of an objective nature, fairly assessable and clearly 
surveyable. Examples of subjective elements entail staff motivation, and fel-
lowship/inclination to cooperate. 
Table 5.4  Examples of staff elements 
Staff 
•  Training schemes 
•  Task profiles 
•  Performance assessment 
•  Performance-related remuneration 
•  Employee satisfaction assessment 
Corporate culture 
Corporate culture reflects corporate values and norms of an enterprise’s 
employees. In an enterprise, corporate culture manifests itself in the nature of 
people working in an organization (career demands, societal opinion and edu-
cational background), as well as in the design of factories, business sites (mod-
est or posh), etc. Culture reflects opinions and preferences prevailing in as well 
as rules enforced by an enterprise. So-called values and norms of employees 
harbour elements that determine in what way business success should be ac-
complished. 
Values manifest themselves by the inclination of a group of people to prefer 
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to customers versus red tape, considering personal demands and problems of 
staff versus producing adequate work as such. 
In their majority, the owners of any specific complex of values are unaware of 
these facts. Values are not instantly identifiable to outsiders. These values may 
only be derived from the way people act in differing circumstances. 
Table 5.5  Examples of corporate culture elements 
•  Nine-to-five mentality 
•  Image of business site 
•  Career focus of employees 
•  Fellowship among employees 
Human resource management is one factor that should not be underestimated 
in its significance as regards business success. The quality of human resource 
management entails the fundamental assumption that happy people are able 
to produce maximum performance. The findings of Cooper, Gascon and Woo 
(1994) illustrate that human capital affects business survival and growth. 
Koene (1998) empirically underlines the correlation between social variables 
(culture) and performance variables. Koene’s paper illustrates that manage-
ment style as well as culture and business climate variables have significant 
and varying impact on operating results. According to Koene, of all social vari-
ables, culture elements in the realms of vision and cooperation appear to have 
the highest effect on operating results. 
Organizational structure 
The organizational structure reflects the distribution of tasks, responsibility 
and authority. An organization is bound to maintain a formal and an informal 
organizational structure. Based on an org flow chart, the formal organiza-
tional structure may be delineated (e.g.: Is there a management team?). 
Upon structuring an organization, (1) the entire work volume has to be di-
vided among/distributed over several tasks (differentiation), while (2) task co-
ordination (integration) should be enforced. Task coordination may be ade-
quately enforced by permanent, periodical work-progress meetings. So as to 
establish an optimum support base among staff in the event of huge organ-
izational business reengineering, staff should be informed in due time. 
Table 5.6  Examples of organizational structure elements 
•  Management team 
•  Permanent, periodical work-progress meetings 
•  Communication of major decisions to staff in due time 
The organizational structure differs between firm types and size classes. New 
businesses in emerging industries, for instance, maintain more organic struc-
tures than businesses in expanding or matured industries do. In view of their 
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appears to be significantly more positive in emerging than in matured indus-
tries (Covin and Slevin (1990)). This implies that the performance of new busi-
nesses is affected by the complex of strategic behaviour, organic structure and 
industrial life cycle. Matured industries demand more mechanical structures, 
i.e. they focus to a higher degree on operational efficiency. 
5.5  Market and corporate targets/corporate strategy 
Besides an internal analysis (see management and internal organization), an 
enterprise may also carry out an external (market) analysis. An internal analy-
sis furnishes knowledge about an organization’s strong and weak points. An 
external analysis maps out enterprise environment, with the ultimate objective 
to identify potential market opportunities and market threats. 
Upon further elaboration of its marketing strategy, an enterprise requires in-
formation about all (potential) markets of operation. This may entail various 
market segments, such as the sales market, the procurement market, the la-
bour market and the monetary/capital market. Based on an external analysis, 
an enterprise may identify/map out its environment as adequately as possible, 
for instance by carrying out market research. It is of importance in this respect 
that an enterprise is aware of trends as regards its market shares versus those 
of its direct competitors. 
An enterprise interacts in a field where direct competitors are one of the five 
competitive entities only, viz. the degree of rivalry between incumbent com-
petitors, the threat of new competitors, the threat of substituting products, 
and the bargaining leverage of customers and suppliers. 
While operating in the market, an enterprise employs the marketing mix 
(product, price, place, promotion and personnel). The marketing mix is 
adopted to attract more customers and to maintain one’s clientele. The im-
plementation of modern tools (e.g. customer satisfaction assessment and cus-
tomer complaints procedure) enables the identification of demands, desires 
and bottlenecks. An enterprise may anticipate this, and capitalize on this in 
the immediate future. 
Table 5.7  Examples of market elements 
•  Market research 
•  Customer satisfaction assessment 
•  Market share development 
•  Customer complaints procedure 
Formulation of targets/corporate strategy 
Upon the formulation of business policy, entrepreneurs may depart from an ex 
ante stipulated mission. That mission entails choices made in respect of, for in-
stance, products/services to be marketed and markets of operation. The corpo-
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profits to achieving business continuity to employment creation. The main ob-
jective emphasized depends on the strategy adopted. 
The correlation between organizing and object formulation entails the strat-
egy. Upon object formulation, the What is stipulated; the next phase entails 
How things will be enforced. This implies the stipulation of a strategy to be 
adopted to accomplish the objective. 
The results of that analysis are recorded in a corporate plan, or business plan. 
The business plan stipulates, a.o., steps to be enforced as regards personnel, 
investment and environment. Strategic plans covering the various policy fields 
are developed, that might relate to varying (i.e. medium-term/long-term) time 
spans. Besides, short-term (so-called tactical) plans are drafted, including the 
annual estimates. 
A marketing strategy is derived from the corporate mission, and the corporate 
targets of an enterprise. A marketing plan entails a concrete elaboration of 
the corporate objective, and comprises long-term corporate plans. The market-
ing strategy answers the question: ‘Where is the enterprise heading over five 
years?’. 
Table 5.8  Examples of targets-related and corporate strategy-related elements 
Formulation of targets/corporate strategy 
•  Long-term objectives 
•  Short-term objectives 
•  Business plan/marketing plan 
•  Annual estimates 
Porter differentiates various competition strategies (see table 5.9). 
Table 5.9  Competition strategies 
  Lowest cost  Product differentiation 
All market segments  Cost leadership  Product differentiation 
One market segment  Cost focus  Differentiation focus 
When opting for the strategy of cost leadership, an enterprise should be able 
to capitalize on either economies of scale or experience (learning-curve advan-
tages). Huge market shares are often not required to qualify for the advan-
tages of economies of scale and experience. When opting for the strategy of 
product differentiation, popularity may be of vital significance, hence the of-
ten comparatively high advertisement budget required (Douma (1996)). A 
study by Stearns et al. (1995) illustrates that strategy is significantly correlated 
to the likelihood of business survival. Besides, their study revealed that the 
strategy of price competition is significantly correlated to lower likelihood-of-
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5.6 Innovation  and  development 
Innovative capacity may be defined as a broad and multi-dimensional term. An 
enterprise is highly innovative if innovation is visible at the input side of the 
business process, in the business process itself and at the output side of the 
business process. Or: An enterprise highly innovative in terms of the develop-
ment of new production technologies may, generally, be rated as less innova-
tive than an enterprise that, though not developing new production tech-
nologies itself, adopts these and, moreover, displays innovative behaviour at 
both input and output side. 
Two, varying, types of innovation may be discriminated, i.e. incremental (i.e. 
stepwise) innovation and radical (i.e. instant) innovation. R&D activities often 
spur radical innovation, while product innovation and process innovation en-
tail more incremental innovation types. When developing new products, an 
enterprise should enact ex ante stipulation of task responsibility, and trans-
parent budget-related agreements. Presently, increasingly more (automated) 
intra-company knowledge management systems are launched, enabling sim-
ple communication of innovation and development to all staff members. 
Table 5.10  Examples of innovation and development elements 
•  R&D 
•  Product and process innovation 
•  New products 
•  Knowledge management 
Audretsch (1995) identifies a positive correlation between innovative capacity 
and exits; this correlation is stronger in small businesses. Acs and Audretsch 
(1990) underline this; they argue that the existence of innovative activities in 
an industry spurs many exits. This corresponds to the findings of Bolwijn and 
Kumpe (1991): The rapid and inexpensive supply of innovative products and 
services in saturated markets marked by fierce competition and conscious con-
sumers is linked to huge risks; in such an environment, few things have to go 
wrong to spur involuntary exits. 
5.7 Financial  performance 
Performance figures reflect the quality of an enterprise and its management. 
Besides to performance effected, this entails the degree as to which forecasts 
match actual realization. Factually, this does not exclusively pertain to finan-
cial performance. It is of additional importance to assess enterprises’ key fi-
nancial data, e.g. operating results and cash flow in terms of percentage of 
turnover/output. Moreover, it is relevant to compare one’s business perform-
ance to that of the immediate competitors, by e.g. comparing one’s turn-
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Table 5.10  Examples of financial performance elements 
Financial performance 
•  Turnover/output effected versus turnover/output estimated 
•  Turnover/output effected versus turnover/output effected by competitors 
•  Operating results in terms of percentage of turnover/output 
•  Cash flow in terms of percentage of turnover/output 
•  Benchmarking of economic performance 
Beaver (1966) and Gentry et al. (1985) developed a cash-flow model to fore-
cast exit behaviour. Beaver derived four hypotheses on business exits; viz.: 
•  Higher warehousing/stock reduces the likelihood of exit 
•  Higher cash flow reduces the likelihood of exit 
•  Higher fund expenditure for operations increase the likelihood of exit 
•  Higher debt increases the likelihood of exit. 
The afore-mentioned hypotheses entail symptoms rather than factual deter-
minants of business exits. Bulow and Shoven (1978) did not identify any simple 
mechanical correlation between cash flow and exit behaviour. The potential 
fate of an enterprise in financial distress primarily depends on claims, eco-
nomic leverage and power of various stakeholders, who (given their leverage 
in terms of the enterprise’s fate) decide whether the financial prospects are 
adequately promising so as to grant renewed support. 
Borrowed capital may positively affect the likelihood of business survival in at 
least two ways. Firstly, managers have less cash flow at their disposal in view 
of the interest cost payable for borrowed capital. Therefore, managers’ in-
vestment in dubious projects will decrease (Jensen (1986)). Secondly, according 
to Caves and Porter (1976), due to high financial investment, an entry thresh-
old arises to potential competitors, as well as an exit threshold to the respec-
tive enterprise. According to Kovenock and Phillips (1995), the association be-
tween high debt and plant closing is significant when linking debt to market 
share. In their study, they found that competitors are less likely to close down 
plants when leveraged enterprises have high market shares. 
Besides, Storey (1984) stated under-capitalization as one major determinant of 
exit. A study by Amro Bank (1988) reveals that businesses whose owners are 
personally liable for all debts incurred, are less exit-prone since the owners will 
not indulge in huge business risks without weighing the opportunities and 
threats, in view of potential personal financial consequences. 
5.8 Conclusions 
The major conclusions may be summarized as follows: 
•  Factors at the micro level entail enterprise characteristics, entrepreneur 
characteristics, corporate structure, market and corporate tar-
gets/corporate strategy, innovation and development, and financial per-
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Characteristics of enterprises and entrepreneurs 
•  The likelihood of exit is higher among young businesses; with increasing 
enterprise age, the likelihood of survival increases. Survival rates also differ 
among firm types; manufacturing businesses face higher survival rates 
than service industries do. 
•  Entrepreneur characteristics may be differentiated by objective and subjec-
tive characteristics. 
•  In respect of some objective characteristics, such as gender and age, there 
is no clear and unambiguous correlation with exit behaviour. However, 
other objective factors such as start-up situation (i.e. starting while holding 
a job, or being enrolled in an education/training scheme) and industry-
specific know-how are significantly correlated to exit behaviour. 
•  Subjective entrepreneur characteristics are or major significance. Commit-
ment to entrepreneurship appears to be of significance as regards setting 
up business. Personal and social impediments are of minor significance 
only. 
Corporate structure 
•  The empirical findings in respect of the impact of corporate structure on 
business performance are unambiguous. Human capital affects business 
expansion and business survival. This holds also for other social variables 
such as management style and corporate culture. Besides, it is vital to 
adapt the organizational structure as adequately as possible to firm size 
and life cycle. 
•  Empirical studies illustrate that corporate targets/corporate strategy are 
significantly correlated to the likelihood of economic survival. Any specific 
strategy adopted is linked to specific prerequisites (e.g. a specific size 
class). 
•  As for innovation and development, a positive correlation was found be-
tween innovative capacity and exit behaviour. This holds for small busi-
nesses in particular. 
•  The likelihood of business exits appears to be correlated to warehous-
ing/stock (-), cash flow (-), fund expenditure for operations (+) and debt 
volume (+). Any specific debt volume may not have an adverse effect since 
managers will be less inclined to finance dubious projects from cash flow 
available. 
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6 Case  studies 
6.1 Introduction 
The underlying chapter delineates the (empirical) findings of six case studies. 
No interviews were held with entrepreneurs, yet expert interviews with inter-
mediaries were conducted. One general characteristic of the intermediaries in-
terviewed entails that they maintain frequent contacts with bankrupt entre-
preneurs, or entrepreneurs who face problems. The objective of these inter-
views embraced to gain case study-based knowledge as to business failure-
causing factors deemed significant by experts. Rather than gaining a complete 
overview of all potential failure factors, the expert interviews were intended 
to gain knowledge about major failure factors. Besides, the expert interviews 
were not intended to compare theory to practice, as this would have de-
manded substantial numbers of interviews. 
The underlying chapter is structured as follows. Section 6.2 briefly outlines the 
expert interviews conducted. Section 6.3 narrates expert opinion on the corre-
lation between failing enterprises/entrepreneurs and their respective intangi-
ble business aspects, while focusing on the aspects of entrepreneur character-
istics, corporate structure, innovation and financial performance (see chapter 
5). Section 6.4 delineates bankruptcy differentiation by a limited number of 
clusters. Lastly, section 6.5 provides major conclusions. 
6.2 Expert  interviews  selected 
A total of six experts interviews were conducted with several parties. 
One interview was held with an SME consultancy agency (IMK) expert. This 
consultancy agency furnishes advice to municipalities on the economic viability 
of businesses. Based on IMK advice, municipalities decide whether businesses 
qualify for loans. The consultant interviewed scrutinizes about 80 enterprises a 
year, the lion’s share (80% approximately) of which is small-scale (i.e. employ-
ing less than 10 staff). 
One interview was conducted with an expert of the social-affairs division of 
the Self-Employed & Shipping Bureau (Bureau Zelfstandigen en Scheepvaart), 
which division is in charge of granting loans to self-employed. Businesses in 
distress may qualify for temporary supplementary benefits (ceiling: subsis-
tence-allowance level). 
Another interview was conducted with the director of the special-loans divi-
sion of a major bank. Entrepreneurs who are unable to meet their financial 
obligations are automatically channelled through this route. The majority en-
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Besides, three interviews were held with several curators, who primarily deal 
with small and medium-sized enterprises. 
6.3  Enterprises and their intangible aspects 
Entrepreneur characteristics 
Based on experience of the SME consultancy agency, most entrepreneurs who 
run into difficulties are genuine professionals, yet no business people. This 
holds for small-scale entrepreneurs in particular. Owing to this, major corpo-
rate management aspects are often neglected. These professionals love their 
trade, yet have few considerations for or capacities to face other corporate 
management aspects, such as, for instance, sales logistics or financial records. 
Rather than as a source of information for entrepreneurs, they rate annual ac-
counts statements as statutory paperwork for the benefit of Inland Revenue. 
Many entrepreneurs display inadequate insight into their businesses and, 
therefore, fail to adapt matters in due time. In the financial arena, too, several 
entrepreneurs are wanting (i.e. they often do not compare key financial data 
to sectoral data). 
 
Presently, many printing businesses go bust; owners of printing businesses 
are often expert professionals (i.e. they love their job), yet fail to be genu-
ine entrepreneurs. The printing trade is marked by cut-throat competition; 
customers are less interested in final (product) use than consumers are. 
Currently, the printing market faces substantial excess capacity. On social 
grounds, the printing business of one administrator/curator had employed 
some several incapacitated for work/disabled, and had consequently faced 
lower labour productivity. Besides, that printing business was marked by 
inadequate cost control and commercial zeal; it was unable to utilize new 
technologies to capitalize on market opportunities. 
According to one SME consultancy agency expert, one either commands en-
trepreneurial zeal or not. The economic business cycle is of major significance 
as regards success or failure of business start-ups. Currently, the Netherlands 
are marked by a favourable business cycle; demand (i.e. the market) does not 
pose any problems at present. Few sectors face a decline due to dwindling 
demand. Construction, for instance, fares well; many ex-employees set up their 
own business (i.e. the so-called self-employed without staff). In the event of a 
declining economic business cycle, it remains to be seen whether these entre-
preneurs are able to survive in business. 
One potentially threatened cluster of businesses entails so-called second-
generation businesses, i.e. enterprises continued by daughter/son, who had to 
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does not master the trade of running a business, and/or parents are still active 
in the enterprise; hence, conflicts may arise that might spur bankruptcy. Pri-
vate limited companies often face bankruptcy due to mutual conflicts, as part-
ners often assume specific (e.g. technical/sales) tasks/roles. This firm type often 
maintains 25-year-old bank relations. Banks will rarely refresh relations with 
once-bankrupt entrepreneurs in view of the all too often fatal results. 
The experts interviewed stated that entrepreneurial age and educational 
background have no direct effect on success or failure in business. One of the 
experts stated, however, that older employees face more difficulties to imple-
ment innovative production flows and to launch innovative products onto the 
market. In particular, this holds for ICT developments that are less surveyable 
to older employees than to the younger generation. 
Internal organizational structure 
Several of the experts interviewed stated that an adequate internal organiza-
tional structure is of vital significance when expanding business. Upon business 
expansion, the internal organizational structure should be adapted and im-
proved accordingly. While informal work flows sufficed upon business start-
up, a specific critical firm size, however, demands formal organizational flows, 
the drafting of business plans, delineation of task-cum-responsibility profiles, 
etc. Expanding businesses that fail to adapt the internal organizational struc-
ture, logistics structure and accounts system face huge problems. 
Besides, the experts interviewed stated that the way SME entrepreneurs deal 
with their staff (HRM policy) is of vital significance for success or failure in 
business. Personnel entails one extremely important SME production factor, as 
staff form the backbone of any enterprise. It is, therefore, crucial that entre-
preneurs implement an adequate HRM policy so as to ensure/maintain opti-
mum employee commitment. 
Generally, inadequately performing businesses maintain inadequate accounts 
systems. The effects thereof differ by sector. One of the experts interviewed 
stated that manufacturing businesses are considerably less transparent than 
trading businesses are. If manufacturing businesses maintain inadequate in-
formation (i.e. administrative) systems (e.g. cost calculation/estimates) they 
may have to face huge financial consequences. 
Market and corporate targets/corporate strategy 
Particularly business start-ups struggle to assess market opportunities and to 
define corporate targets/corporate strategy. According to the experts inter-
viewed, few business start-ups are able to come up with any profound corpo-
rate strategy. An enterprise’s corporate strategy communicates markets of op-
eration and products/services supplied. The case studies illustrate that corpo-
rate strategy adopted often mismatches corporate mission and corporate ob-
jectives. To their surprise, the experts interviewed learned that business start-44  EIM Business & Policy Research 
ups often do not opt for any specific market segments; they are jacks of all 
trades. Particularly SMEs will have to capitalize on market niches deemed un-
attractive by larger businesses. The advantage of opting for specific market 
segments entails that specific know-how and experience may be compiled, and 
enables more intensive business relations management. 
The experts interviewed stated that several businesses operating in the market 
for a longer time, occasionally appear to be totally dependent on one or two 
customers. They maintain too severe relations with these customers. The case 
studies reveal, however, the limitations thereof. Loss of one (or more) of the 
major customers directly causes huge financial problems to these businesses 
due to substantial loss of income. The experts interviewed had witnessed sev-
eral businesses that went bust because they had lost a major customer. 
The impact of macro and meso factors on individual business performance 
should not be neglected. In the haulage sector, for instance, competition is 
fierce due to globalization trends. Many haulage businesses from Eastern 
Europe (Poland or Russia) operate in the Dutch domestic market. Besides, 
compared to Eastern Europe, the Netherlands maintain stringent government 
policies that additionally spur competition. 
Innovation 
The experts interviewed stated that SMEs as such leave considerable leeway 
for (new) businesses. Occasionally, competitors launch superior products onto 
the market (innovative products). Subsequently, incumbent businesses that in-
vest few of their profits in new assets will go bust. This holds for slightly larger 
businesses in particular. 
Financial performance 
The findings of experts reveal that strongly expanding businesses face finance-
related problems. Operating between three and ten years, these businesses 
are unable to finance business expansion, and have few considerations as to 
the cost linked to growth. Sooner or later, these businesses finance cost by 
longer-term creditors. Often, this holds for traders, who are extremely keen on 
generating high turnover/output while failing to adapt the accounts system 
accordingly. 
Entrepreneurs are severely turnover/output-oriented instead of result-
oriented. Primarily, entrepreneurs aspire to turnover/output maximization in-
stead of profit maximization. Often, entrepreneurs are unable to control cost; 
potential problems entail the recruitment of excess staff (i.e. staff cost are too 
high compared to gross profits) (the hours worked versus hours declared ratio 
is out of balance), too large/expensive business sites and expensive lease con-
tracts. Besides, withdrawals for private consumption are often high; entrepre-
neurs struggle to reduce private-use withdrawals in economically hard times. 
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turnover/output generated is often rated as profits, and consumed accord-
ingly. 
Some entrepreneurs are too economically-driven, on the expense of corporate 
management quality. Small-scale entrepreneurs often have to act as jacks of 
all trades, yet they are not. Entrepreneurs in small businesses have to hire ex-
ternal labour/expertise (consultants or accountants). Habitually, entrepreneurs 
make use of the most inexpensive accountants or consultants and, therefore, 
jeopardize the quality of information rendered. 
 
One entrepreneur set up a security agency while on paid labour. Within a 
very short time (half a year), this business expanded from 5 to 40 staff 
members. The enterprise enjoyed huge turnover/output, yet cost rose out 
of proportions. The business leased many cars, and rented too expensive a 
business site. High cost were incurred due to staff recruitment. Besides, an 
expensive Internet site was designed. Many obligations were entered, 
based on anticipated growth. At a given moment in time, growth de-
clined. 
6.4  Bankruptcy differentiation by clusters 
During the expert interviews, questions were forwarded as to whether bank-
ruptcies might be classified. The experts arrived at the fowling differentiation: 
1.  Start-up entrepreneurs who fail to neutralize start-up problems 
2.  Expanding businesses facing finance-related problems 
3.  Expanding businesses facing structure-related problems 
4.  Businesses maintaining too severe customer dependence relations 
5.  Businesses facing succession-related problems. 
The above classification of bankruptcies matches the respective enterprise life 
cycle. Hereinafter, every cluster of bankrupt businesses is briefly outlined. 
Start-up entrepreneurs 
Operating less than five years, these businesses actually failed to neutralize 
start-up problems. As to their problems: The highest obstacle entails that start-
up entrepreneurs lack commercial skills. Despite being professionals in their 
majority, start-up entrepreneurs are no business people. These professionals 
love their job, yet have insufficient experience and/or devote insufficient time 
as regards acquisition-related objectives (i.e. they lack a clearly defined strat-
egy). As regards internal organizational structure, start-up entrepreneurs face 
few problems as yet, since they often do not employ staff as yet. The findings 
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Expanding businesses facing finance-related problems 
This pertains to businesses operating in the market for some years. After the 
initial start-up phase, these businesses expanded considerably in terms of 
turnover/output and number of employees. Operating between three and ten 
years, these businesses are unable to finance business expansion, and have few 
considerations as to the cost linked to growth. Substantial business expansion 
demands pre-financing, primarily as regards warehousing/stock and debt fund-
ing. Upon business expansion, the accounts system should be adapted accord-
ingly. The case studies reveal that entrepreneurs attempt to finance cost by 
longer-term creditors. Failure to do so will result in severe finance-related 
problems. 
Expanding businesses facing structure-related problems 
Finance-related problems aside, other bottlenecks are of significance as re-
gards growth/expansion. Upon business expansion, the organizational struc-
ture should in any case be adapted accordingly. A small enterprise may run 
business operations in an informal way; business expansion, however, de-
mands the stipulation of formal organizational flows (as to tasks and respon-
sibilities). This entails that an entrepreneur-cum-owner cannot afford to con-
tinuously carry out executing tasks, since s/he ‘should be in the office’. Besides, 
upon business expansion, the logistics structure and the accounts system 
should be adapted accordingly. 
Businesses maintaining too severe customer dependence relations 
This pertains to businesses operating in the market for a longer time. Several 
businesses appear to maintain too severe customer dependence relations with 
large customers. Loss of one major customer causes substantial loss of turn-
over/output, as well as the threat of bankruptcy. 
Businesses facing succession–related problems 
This pertains to second-generation businesses, i.e. enterprises continued by 
daughter/son. Various problems may emerge in this respect. Firstly, the daugh-
ter/son may not fully master the trade of being an entrepreneur. Secondly, 
conflicts within the family might arise, that may ultimately cause bankruptcy 
for the business. 
6.5 Conclusions 
Aspects at the micro level may relate to entrepreneur characteristics and en-
terprise characteristics. 
Entrepreneur characteristics 
•  Generally, SME owners master their trade well as professionals, yet they 
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•  Therefore, SME owners master their trade as such, yet they do not or in-
sufficiently consider and master internal work flows. 
•  According to the experts interviewed, age and educational background 
do not directly affect success or failure in business; one either commands 
entrepreneurial zeal or not. 
Enterprise characteristics 
I   Internal organizational structure 
•  The start-up situation affects the likelihood of individual exit. The busi-
ness start-up is of significance as regards success or failure in the mature 
phase of the life cycle. The start-up situation still leaves leeway to define 
strategic enterprise characteristics. Successful businesses make more use of 
expert advice during the start-up phase, and have more adequately 
drafted business plans at their disposal. 
•  Business expansion should spur an adaptation of the organizational struc-
ture. Failure to implement this (to an inadequate degree) may spur exit. 
Upon starting a business, informal work flows might still suffice, not upon 
growth, however. 
•  HRM policy in SMEs is of vital significance as regards success or failure in 
business. Personnel is a major production factor in SMEs; staff is the back-
bone of an enterprise. 
•  Often, inadequately performing businesses also maintain inadequate ac-
counts systems. The transparency of information systems in inadequately 
performing businesses is often wanting. 
II   Market and corporate targets/corporate strategy 
•  Many SMEs (particularly business start-ups) struggle to assess market op-
portunities, and to define corporate targets/corporate strategy. The case 
studies reveal a mismatch between corporate strategy and corporate mis-
sion. 
•  Businesses filing for bankruptcy often appear to be maintaining too se-
vere customer dependence relations with one or two customers. Loss of 
one major customer instantly causes substantial financial bottlenecks, as 
well as the threat of exit. 
III   Innovation 
•  The innovative capacity of businesses serves as a tool to exert influence on 
the business environment. Entry businesses often initiate innovation, 
which may generate market shifts in existing markets. The case studies re-
veal that businesses in a turbulent environment (i.e. high degree of entry 
and exit) face a high likelihood of exit. 
IV   Financial performance 
•  Rapidly expanding businesses often face finance-related problems, caus-
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nance business expansion, and have few considerations as to the cost 
linked to growth. 
•  SME entrepreneurs are primarily focused on turnover/output, and to a 
lower degree on operating results. Some entrepreneurs are unable to 
control cost. Potential problems entail the recruitment of excess staff, too 
expensive business sites and expensive lease contracts. 
•  Vis-à-vis the above entrepreneur cluster we find the ‘too economical’ en-
trepreneur cluster. These entrepreneurs cut cost on the expense of corpo-
rate management quality. They make e.g. use of the most inexpensive ac-
countants or consultants and, therefore, jeopardize the quality of infor-
mation rendered. 
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7 Conclusions 
7.1 Introduction 
Heterogeneity is a fact of life among enterprises and their business units. It is 
the most pervasive attribute and is found in all sectors no matter how the sec-
tor is defined –by industry, region, size, etc. Once group business units are clas-
sified according to one variable, they vary on virtually all others. For example, 
various studies find significant differences in the product structure, R&D, capi-
tal intensity, etc. Businesses are different not only in the cross section. They 
enter at different times and make different choices about the products they 
produce and the technologies they produce. In turn, their different circum-
stances mean that they react differently, even to common external shocks. 
Heterogeneity is observed across time as well as in the cross section. During 
any time interval, observed changes among businesses in the same industry 
are uneven and idiosyncratic as some open and some grow, while others 
shrink and die. 
The empirical evidence supports the view that some businesses will succeed 
(that is, survive and grow), and some businesses will fail (lose market share 
and go out of business). Competition may, therefore, be characterized as a 
process in which successful businesses grow and lead industry growth at the 
expense of less efficient rivals. 
But what distinguishes successful businesses from unsuccessful ones? While the 
empirical evidence identified a wide variety of factors associated with success-
ful businesses, the evidence is not clear on what lies behind the correlations 
observed. 
The underlying report outlines factors that may be differentiated at macro, 
meso and micro level which affect exit behaviour. Particular emphasis is put on 
factors at the micro level, since these factors directly affect exits, while factors 
at the macro and meso level often have indirect impact on exit behaviour. Sec-
tion 7.2 outlines which factors may be differentiated at the macro, meso and 
micro level. Section 7.3 provides a classification of major exit clusters. The con-
clusions hereinafter are justified on the basis of both literature surveys and 
expert interviews. 
7.2 Exit  factors 
Macro level 
The following factors may be differentiated at the macro level: 
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•  Macro-economic performance. 
Culture 
As for culture, pre-eminently failure acceptance is of significance - it differs 
per country. In Japan, failure is unacceptable; in the U.S., failure is not a 
shame. Lack of failure acceptance impedes exits. 
Institutions 
Institutions may include industry protection, legislation, the role of networks 
and the role of stakeholders. Industry protection and legislation may be 
strongly focusing on the protection of domestic industries against competition 
from abroad. In this way, exits will be negatively affected. 
Macro-economic performance 
Macro-economic factors may be divided into structural and business cycle fac-
tors. 
Globalization is one major structural factor. Globalization is likely to stir the 
dynamic forces of an economy, which sooner or later will also increase the 
number of exits. 
Exit behaviour is also affected by business cycle factors. Being or becoming un-
employed, for instance, may, therefore, be interpreted as a disincentive to 
exit. 
Meso level 
The following factors may be differentiated at the meso level: 
•  Market structure 
•  Enterprise characteristics 
•  Enterprise behaviour 
•  Entry 
•  Sectoral performance.  
Market structure 
The empirical results on the market structure variables (concentration, etc.) are 
only weakly supportive to the theoretical expectation. The industry life cycle 
also is of influence on entry and exit rates. In most empirical studies this is not 
explicitly accounted for. Moreover, the empirical studies on exit behaviour ex-
hibit a manufacturing bias. Few studies account for other industries besides 
manufacturing. 
Enterprise characteristics 
The empirical results on sectoral characteristics are supportive to the theoreti-
cal expectation. Differences in innovative activity and the role of sunk cost are 
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rates. Highly innovative industries show more ‘trial and error’ this also holds 
for knowledge intensive industries where sunk cost are unimportant. 
Enterprise behaviour 
The behaviour of enterprises affects their exit behaviour. Diversified busi-
nesses seem to persist in low-profit businesses. Following empirical results, the 
influence of advertising and R&D intensity on exits is not clear. Some authors 
find a negative correlation, others a positive one. 
Entry 
The most supportive empirical evidence is found for the displacement effect, 
i.e. that entry causes exits. Results indicate that large, multi-plant businesses 
are comparatively immune to the displacement process. Competition from im-
ports does have a small effect on exit behaviour. Protection variables (such as 
tariff and non tariff barriers) have little influence in stemming exit in the U.S. 
manufacturing sector. 
Sectoral performance 
The empirical findings on the correlation between performance and exit are 
ambiguous. Empirical evidence is found for profitability. However, there is 
only a weak support for the theoretically expected negative correlation of 
growth on exit behaviour. 
Ignoring the displacement effects a considerably degree of symmetry between 
barriers to entry and barriers to exit is observed. In general, both entry and 
exit are deterred in industries where the minimum efficient plant size and its 
associated capital requirements are high and where multi-plant businesses are 
prevalent. 
Micro level 
At the micro level, the following factors may be differentiated: 
•  Entrepreneur characteristics 
•  Corporate structure 
•  Market and corporate targets/corporate strategy 
•  Innovation 
•  Financial performance. 
Entrepreneur characteristics 
Entrepreneur characteristics may be classified as objective and subjective char-
acteristics. Objective entrepreneur characteristics pertain to such well quantifi-
able characteristics as age and gender. Subjective entrepreneur characteristics 
may be defined less clearly, and may for instance entail job commitment as 
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The literature findings and the expert interviews illustrate that objective en-
trepreneur characteristics, such as age and gender, are of minor significance as 
regards success or failure in business. Objective characteristics, such as the 
start-up situation (starting while holding a job or being enrolled in an educa-
tion/training scheme) and industry-specific know-how, however, are signifi-
cantly correlated to exits. 
Subjective entrepreneur characteristics are of prime significance as regards exit 
behaviour. Commitment to entrepreneurship appears to be of significance as 
to whether or not starting up a business. Personal and social impediments are 
of minor significance only. 
The experts interviewed clearly stated that an SME owner either commands 
entrepreneurial zeal or not. Failing SMEs are often run by non-enterprising 
owners. The case studies reveal, for instance, that SME owners often command 
sufficient profession-related expertise, yet they do not or insufficiently con-
sider and master internal work flows. 
Internal business structure 
The empirical findings on the impact of the internal business structure on busi-
ness performance are unambiguous. Human capital, for instance, affects 
business expansion and economic survival. This holds also for the other social 
variables, such as management style and corporate culture. Besides, it is im-
portant to adapt the organizational structure as adequately as possible to firm 
size and life cycle. 
Far from entailing a static entity, an internal organization should continuously 
be adapted to intra-firm and extra-firm developments. Business expansion, for 
instance, should spur an adaptation of the internal organizational structure. 
Failure to implement this (to an inadequate degree) might spur exit. Upon 
business start-up, informal work flows may still suffice, but no upon vigorous 
expansion. Besides, upon business expansion, HRM policy should be adapted 
accordingly. HRM policy in SMEs may be of crucial significance as regards suc-
cess or failure in business, in view of the fact that staff entails a major produc-
tion factor. Personnel is the backbone of SMEs. 
Besides, the empirical literature and the expert interviews illustrate that in-
adequately performing businesses often maintain inadequate accounts sys-
tems. The transparency of information systems in inadequately performing 
businesses is often wanting. Besides, during the start-up phase, successful 
businesses make more use of expert advice and have more adequately drafted 
business plans at their disposal. 
Market and corporate targets/corporate strategy 
Empirical studies illustrate that corporate targets/corporate strategy are sig-
nificantly correlated to the likelihood of economic survival. Any specific strat-
egy adopted is linked to specific prerequisites (e.g. a specific scale). EIM Business & Policy Research  53 
Many SMEs struggle to assess market opportunities, and to define tar-
gets/corporate strategy. The case studies reveal a mismatch between corporate 
strategy and corporate mission. In particular, this holds for business start-ups. 
The start-up as such is vital as regards success or failure in the mature phase of 
the life cycle. The start-up phase still leaves leeway to define strategic corpo-
rate characteristics. 
The findings reveal that businesses going bust often maintain too severe cus-
tomer dependence relations with one or two customers. Loss of one major cus-
tomer instantly causes substantial financial bottlenecks, as well as the threat 
of exit. 
Innovation 
As for innovation and development, a positive correlation is found between 
innovative capacity and exits. This holds for small businesses in particular. 
The innovative capacity of businesses entails a tool to influence the environ-
ment. Innovation is often launched by newcomers. This may cause market 
shifts in existing markets. The case studies reveal a high exit likelihood among 
businesses in a turbulent environment (i.e. high degree of entry and exit) 
marked by retarded learning processes. 
Financial performance 
Financial performance entails a tool to assess company management. Financial 
performance may be assessed on the basis of various criteria, such as cash 
flow, fund expenditure for operations, warehousing/stocks, etc. If an enter-
prise is faring badly, this may often be revealed by its financial performance. 
Rather than being an exit determinant, financial performance may be rated as 
a symptom as to whether or not an enterprise may exit. 
Empirical literature illustrates that the likelihood of exit is affected by ware-
housing/stocks (-), cash flow (-), fund expenditure for operations (+) and debt 
volume (+). Any specific debt volume as such may not have an adverse effect, 
since managers will be less inclined to use available cash flow for dubious pro-
jects. 
The case studies reveal that many small and medium-sized enterprises face fi-
nancial problems when their business expands substantially; one the one hand, 
because they are unable to obtain adequate funding, on the other because 
they do not fully consider the cost of financing. 
Besides, the expert interviews reveal that SME entrepreneurs primarily focus 
on turnover/output, and to a lower degree on operating results. Some entre-
preneurs are unable to control cost. Potential problems entail the recruitment 
of excess staff, too expensive business sites and expensive lease contracts. 
Vis-à-vis the above entrepreneur cluster we find the ‘too economical’ entre-
preneur cluster. These entrepreneurs cut cost on the expense of corporate 54  EIM Business & Policy Research 
management quality. They make e.g. use of the most inexpensive accountants 
or consultants and, therefore, jeopardize the quality of information rendered. 
7.3 Major  exit  clusters 
Based on the above (i.e. the factors at macro, meso and micro level), and 
based on empirical evidence, the following classification of exits may be adop-
ted: 
•  Start-up entrepreneurs who fail to neutralize start-up problems 
•  Expanding businesses facing finance-related problems 
•  Expanding businesses facing structure-related problems 
•  Businesses maintaining too severe customer dependence relations 
•  Businesses facing succession-related problems. 
Start-up entrepreneurs 
This pertains to businesses operating less than five years that actually failed to 
neutralize start-up problems. One major determinant entails that start-up en-
trepreneurs do not command entrepreneurial zeal, and often lack commercial 
skills. Despite thorough profession-related operations, these entrepreneurs 
lack insight into extra-profession affairs, such as for instance structuring an in-
ternal organization, formulating targets/corporate strategy and setting up an 
accounts system. 
Expanding businesses facing finance-related problems 
This pertains to businesses operating in the market for some years. After the 
initial start-up phase, these businesses expanded considerably in terms of 
turnover/output and number of employees. Operating between three and ten 
years, these businesses are unable to finance business expansion, and have few 
considerations as to the cost linked to growth. In view of warehousing/stock 
and debt funding, substantial business expansion demands pre-financing. 
Expanding businesses facing structure-related problems 
Finance-related problems aside, other bottlenecks are of significance as re-
gards growth/expansion. Upon business expansion, the organizational struc-
ture should be adapted accordingly. In small businesses, business operations 
may be informally regulated; business expansion, however, demands the stipu-
lation of formal organizational procedures (i.e. the delineation of task profiles 
and responsibilities). This entails that an entrepreneur-cum-owner cannot af-
ford to continuously carry out executing tasks, since s/he ‘should be in the of-
fice’. Besides, upon business expansion, the logistics structure and the accounts 
system should be adapted accordingly. EIM Business & Policy Research  55 
Businesses maintaining too severe customer dependence relations 
This pertains to businesses operating in the market for a longer time. Several 
businesses appear to maintain too severe customer dependence relations with 
large customers. Loss of one major customer causes substantial loss of turn-
over/output, as well as the threat of bankruptcy. 
Businesses facing succession-related problems 
This pertains to second-generation businesses, i.e. enterprises continued by 
daughter/son. Various problems may emerge in this respect. Firstly, the daugh-
ter/son may not fully master the trade of being an entrepreneur. Secondly, 
conflicts within the family might arise, that may ultimately cause business 
bankruptcy. 
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